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PRICE  SPREADS  FOR  BEEF  l/ 


The  period  since  World  War  II  has 
been  one  of  the  most  dynamic  in  the 
histroy  of  the  cattle  industry,  Basic 
to  this  has  been  the  increasing  ability 
and  ■willingness  of  UoS„  consumers  to  buy 
beefo  Cattle  producers  have  marketed 
younger,  higher  quality,  more  uniform 
animals  and  have  grain- fed  an  increasing 
proportion  of  the  cattle  slaughtered^  Con- 
sumers with  rapidly  increasing  incomes 
have  developed  a  growing  taste  for  beef 
to  barbecue,  grill,  and  roasto  Per  capita 
consumption  of  beef  last  year  was  an 
alltime  high  of  95  pounds,  up  more  than 
50  percent  from  the  63  pounds  cons-umed 
in  I95O0  It  is  astonishing  to  note  that 
consumer  demand  for  beef  increased  suf- 
ficiently during  this  period  to  allow  this 
increase  in  consumption  to  take  place  at 
relatively  stable  retail  prices.  From 
1958  to  1962,  for  example,  per  capita 
consumption  increased  from  80e5  pounds 
to  89olo  During  the  same  period,  retail 
prices  remained  about  81  cents  per  pound. 
It  was  not  until  beef  supplies  per  capita 
increased  very  sharply  in  1963  (about  7 
percent)  that  retailers  had  to  lower  prices 
in  order  to   move    all  the    beef  produced. 

These  changes  have  affectedthe  various 
segments  of  the  live  stock- meat  economy 
very  differently.  In  1954,  for  example, 
a  farmer  who  sold  a  1,000-pound  Choice 
steer  got  about  $237  at  a  central  market. 
The  packer  who  butchered  the  steer  re= 
ceived  about  $263  for  the  carcass  and 
salable  byproducts,  leaving  him  $26  to 
cover  his  expenses  of  slaughtering,  cooling 
the  carcass,  and  delivering  it  to  the 
retailer's  warehouse.  The  retailer  paid 
almost  $242  for  the  carcass  and  sold 
about  $313  worth  of  cuts  of  beef  and 
about  $1.43  worth  of  bone  and  suet, 
leaving  him  around  $72  to  cover  his 
costs  of  cutting,  packaging,  and  mer- 
chandising. 


In  1963,  a  1,000-pound  steer  of  the 
same  quality  brought  the  farmer  about 
$237.50,  50  cents  more  than  in  1954, 
The  packer  and  the  retailer  got  about 
$7  and  $39  more,  respectively,  to  cover 
their  expenses. 

These  data  show  that  returns  from  the 
sale  of  beef  are  being  divided  differently 
today  than  they  were  10  years  ago.  For 
example,  in  1954  the  farmer  got  65  cents 
of  each  dollar  consumers  spent  for  beef, 
but  in  1963  he  got  only  56  cents.  The 
spread  between  beef  and  cattle  prices 
increased  12  cents  from  1954  through 
1963,  to  a  record  high  of  35,7  cents,  2/ 
Of  this  increase  of  12  cents,  the  retailer 
got    9    cents    and  the  packer  about  3  cents. 

The  purpose  of  this  article  is  to  place 
both  short  and  long-term  changes  in  cattle 
and  beef  prices  in  perspective  and  to 
discuss  the  trend  observed  in these  prices 
and  the  spread  between  them. 


Cattle  and  Beef  Price  Changes 

Cattle  and  beef  prices  usually  move 
together  although  there  often  is  a  lag, 
(See  chart  on  cover,)  For  every  decrease 
in  the  cattle  price  a  decrease  in  the  price 
of  beef  follows;  every  increase  in  cattle 
price  means  an  increase  in  beef  price. 
Also,  changes  in  cattle  prices  precede 
changes  in  retail  prices.  Each  peak 
and  valley  in  the  cattle  price  occurs 
about  a  month  earlier  than  the  associated 
peak  or  valley  in  the  retail  price.  One 
other  aspect  of  price  performance  stands 
out  sharply.  The  difference  between  the 
prices  of  beef  and  cattle  is  much  greater 
now  than  in  1954,  the  result  of  a  widening 
trend  during  the  period. 


_1_/  By  William  C.  Motes,  Bruce  Bullock,  and  Duane  Hacklander,  agricultural 
economists.     Marketing     Economics    Division,    Economic    Research    Service,     USDA, 

2/  The  farm-retail  spread  is  the  difference  between  the  retail  price  per  pound 
of  Choice  beef  and  the  return  to  the  farmer  for  the  equivalent  quantity  of  live  cattle^ 
less  the  value  of  the  byproducts.  In  this  article,  this  spread  is  called  the  spread 
between  the  beef  price  and  the  cattle  price. 
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Changes  in  Prices  and  Spreads 

The  spread  between  .cattle  and  beef 
prices  exiiibits  2  types  of  movement: 
A  persistent  upward  trend  and  short-term 
month-to-month  changes  (fig.  1 )»  The 
result  is  a  jagged  line  slanting  upward 
at  the  rate  of  slightly  more  than  a  penny 
a  year  between  1954  and  1964,  with 
variations  around  this  trend  of  as  much 
as  10  cents  in  a  6-month  periodo  It  is 
important  to  separate  these  2  movements 
to  evaluate  price  performanceo 

The  short-term  changes  in  the  spread 
are  quite  closely  associated  with  month- 
to-month  changes  in  cattle  priceso  When 
prices  are  responding  to  changes  in  supply, 
the  1 -month  lag  between  changes  in  cattle 
and  beef  prices  causes  the  price  spread 
to  be  a  comparison  between  a  cattle  price 
that  is  adjusting  to  the  supply  change  and 
a    beef  price  that   has    not    yet    reacted  to 


this  changeo  By  the  time  th&  impact  of 
a  given  supply  change  is  felt  at  retail, 
cattle  prices  may  be  responding  to  a  later 
supply  changeo  Thus,  in  the  very  short 
run,  spreads  are  influenced  heavily  by 
changes  in  cattle  priceSo  Monthly  price 
spreads  tend  to  widen  as  cattle  prices 
fall    and    narrow    as     cattle    prices     rise. 

The  lag  between  cattle  and  beef  price 
changes  and  its  consequent  impact  on 
the  spread  is  observed  both  when  prices 
are  rising  and  when  they  are  falling 
(table  5)o  This  pattern  is  typical  and 
has  been  observed  as  long  as  price  spreads 
have  been  conaputedo  Its  cause  appears  to 
be  mainly  the  length  of  time  required 
for  a  change  in  supply  to  move  from 
live  level  to  the  retail  level  in  the  mar- 
keting channelo  Other  factors  may  be 
important,  also,  including  the  preference 
retailers  have  shown  for  stable  regular 
prices     and    their    dependence   on    special 
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Figure  1 

-  15  - 


on 
I 

On 

r-H 


CJ 

pi 

o 

$-< 

(V 
> 
•H 


-P 

(U 
H 

> 

•H 

& 
0 

o 

<D 
0 
H 
n3 
!> 

C 
-H 

a 

O 
ft 

^ 

ft 

<M 
0) 

0) 

rCl 

(D 

■ri 

iaO 

(U 
o 

•H 
O 

o 

O 
0) 

o 

•r-i 
ft 


■H 
n5 
-P 

•H 

(U 

o 
I 
I 


OcHHCVIHOOOHiH 


d 


col 

-p 
o 


HrHHiHC\JOHOHM 


d 


HHHHHCVlOHOr-i 


to 

OA 

^ 

• 

p 

O 

c 

g 

HI 


OHHOIHOOOrHH 


d 


wi 

PI>-0   OnOOCVJ    CVJCO    h-VDVD 
0 

(ULTXJ-  0\C\JCO-^-^CO   t>--d- 
Ol        H  H 


UAVO    ^-CO   Gn  O   H   CM    O)   OO 
LTN   Lf\  LTX  Lr\  LTN  VD  VD  VD  VD  VD 

CAa\a\cr\o\a\o>a\o\o\ 


• 

P       .       .       «       « 

• 

• 

• 

>- 

a 

PL,    tip    fH      fH      ?H 
(U      ^     ft    ft    ft 

d 

M 

> 

H 

crt 

cri 

ft 

o 

pl 

~D 

CO  <;  <  <t;  < 

l-T) 

<; 

fe 

1-:) 

1 


I     1 


I     I 


1 


j-vD  f— t-oomo  HOJ  m 
Lr\  Lr\  Lr\  Lr\  [r\  ltwo  vd  vo  vo 
ONO\G\OAO\a\o\aNC7\CA 

HHr^H^^r^r^HHH 


(D     (U 

^^PbDOPSllr!^^ 
(DCDo;3(Uo;:^pini 


CQ 
(U 

o    o 

.    -H 

CO     M 

ft 

W 

•H 
tt! 

nJ 

0) 

?H 

o 

0 

O 

T3i 
O 
-H 

fH 

0) 


LTNVO  t— CO  CJ\  O  H  OJ  OJ  on 
LTN  UA  Lr\  Lr\  LTAVO  VD  \D  VO  VD 
0\CJ\C7\C3ACJNCTn<J>0\ONC3\ 
HHHrHHHHHHH 


I 


P 
ft 
0) 

CQ 

I 


I 


I     i     I     I 


J-VD   !>-l>-COOO   rHCVl   on 
LfALTNirXLTNLrWDVDVDMDVO 

CJ^C7^CJ^C5^0^CJ^CJ^O^CJ^C3^ 
rHHHiHrHHHHHH 


•      •      •      .p      •      •1>2<D(U 

M!H^i>-ftrQ-PHgg 
<SgSCQiiHoi-:)i-Di-D 


CO   rH   CM  VO    rOVD    LTACO   O   OJ 

LfN 

CMOJCOOOOrHCVl-^-VDon 
H           H 

LTN 

bO 

S3 

0) 


o 


Honl>-MCMJ-I>-Ot-CVi 

H 

cj-  H  CM   t—CO  VO  CO   CO  mvo 

H    H       1        1       1        1        1        1     rH       1 

I     1                                   1 

CO 

VDI>-I>— COCT\OHCMo-)on 
Lr\  Lr\  UA  Lr\  uavd  vd  vD  VD  vd 

cy\cAcy\cr\CAO\cy\CAOAC7\ 

HHHHHHHHHH 


P    M   O   P 

o    ;i    gj    o 


0) 


fel3H0<00'-Dl^ 


>>5     O 

OJ     (D 


I 


1 


I 


I 


I       I 


U-AVO   t— CO   o\  O   H  CM  OJ   on 

LTN  L(A  LTN  LTN  LTA  VO  VO  VD  VO  ^£) 

O^C7^0^0^0^C3^cy^C!^C7^C7^ 
HHHHrHHtHHHH 


»  P >5 

aftb05^;^^G;^l>H 
oJOJpiftftftiljftQpi 


p 

(U 

o 


en  CM  LTNVD  t—  o  CO  on  t^  UA 

LTN 

C7\l>-HCMCV]onuAiHb-on 

1     1    1     1     1     1     I     1     1     1 

-^ 

VDt— ^-OOOOHCMon^ 
UALrXLfNLTNMDVOVOVOVOVD 
C:nC7NC7\0\C3\ONCAC^O\C7n 
HrHHHHHHHHH 


u   > 

ft  ^ 

03    O 

<V     0 

s;  s 

CQ   fe 

>5 

H 
pS 


I 


1 


I 


I 


i        I       I        I 


03 
I 


0 
W 

0 
> 


LTN^  i>-co  OA  o  H  CM  CO  on 

LfNLTNLTNLIAUAVDVDVDVOVD 

cr\CJ\a\c7\aNONC7\o\o\o\ 

HrHrHHHHiHHrHrH 


.      •    P>     0  

idPifta>=fH0HOfap 

o3O0;^a3fta3ft0P 
i-:)OCQi^S<i-D<;0< 


0 

p 

0 

CO 
•H 
H 

ft 

w 
p 
;^ 
o 


•H 

Cm 
O 

M 

0 

O 

•H 
Jh 
ft 

>> 
H 

x; 
p 

o 
e 

s 
o 
u 
q-i 

0 

p 

03 
H 
pi 
O 
H 
03 
V 

0 
o 

ft 


■H 

03 
P 

0 

^ 

0 

M 
03 
^1 
0 

>  • 
03     CQ 

o 

TTi  -H 
0    P 

P     03 

^  -H 
bO  P 

•H     o3 

0  p> 

:?  CQ 
fl  ^ 

•H     O 

0  1-^ 

fl  <Vi 
03    O 


O 

o 


H  P 

I  fl 

O  0 

O  r-\ 

0\   03 

-^  > 


•H 


0  0 
0 

P  0 

.  CO  ^ 

p 

O     CQ 


pS 
O 


ft  03 

pi 

0    0 

03 


O 

Ch 


cp 
O 

bO 
fl 

•r-l 


'^     P 
0 
P     TS 


Cfl 

?^ 
03 
0 


o3 


05   -H 

O     fl 

O 

^1 


U 
0 

o3  P 
03 

bO  H 

fl 


fl 

03 


O 

0  'Ti  vo 


0 
p 

[Q 


0 
o 

•H 
O 

o 

o 


0 

CQ 
03 
0 
U 
O 
fl 


C7\ 

H 

fl 


H 


ai 


p 

•H 
P 

fl 

03 

&     » 

w 

P  t5 


0 
m  OJ 


o 

p 


o 

0 

»  H 


fl 
0 
H 


^1 
03 
>5 


05  M 
>    O 


O 

P 


a*  CQ 
0 


C3N 


O   CM 
H    S 

ft  <H 


cd    bOTi 


0 

CQ 


l>  fl 

•H 

fl  t:3  o5 
H  o3  0 
0    f-i 


CJ 

fl 


>> 


pq 


CQ 
0 

bOO 
fl  CM 
03 

•^   -^  -^ 

P) 
■\^^   fl 

CM      o    eg 


16 


sales    to    move    increases    in   supply  that 
may  be  of  short  duration,  _3/ 

The  short-run  lag  in  retail  price  re- 
sponses, in  combination  with  changes 
in  cattle  prices,  appears  to  explain  a 
large  proportion  of  the  month-to-month 
changes  in  the  price  spread,  but  not  the 
long-run  trend.  As  the  price  spread 
moved  up  and  down  in  the  1954-63  period, 
it  usually  did  not  go  quite  as  far  down 
as  it  had  gone  up.  The  result  was  an 
upward  trend  not  explained  by  changes  in 
cattle  prices,  which  had  a  definite  long- 
term  pattern  of  nearly  equal  up  and  down 
movements. 


Evaluating  Price  Spreads 

In  our  free  market,  we  expect  important 
changes  in  supply  to  cause  changes  in 
price  at  the  live,  wholesale,  and  retail 
levels,  since  the  demand  for  meats  is 
fairly  constant  in  the  very  short  r\in. 
Although  this  basic  assumptionmeans  that 
prices  should  change  in  response  to  short- 
run  supply  changes,  it  does  not  indicate 
how  much  of  a  price  change  to  expect 
at  each  level  when  changes  occur  in  cattle 
and  beef  production,  and  it  does  not  say 
how     soon    these    changes     should    occur. 

Retail  beef  price  adjustments  have 
lagged  behind  changes  in  cattle  prices 
in  the  recent  period  (1963-64)  of  supply 
changes.  This  typical  pattern  appears 
to  result  from  traditional  pricing  policies 
of  retailers.  The  implications  of  the  long= 
term  increases  in  the  spread  between 
cattle  and  beef  prices  are  iriuch  less 
certain. 

The  relevant  question  is,  how  much  of 
the  $7  and  $39  increase  from  1954-63 
in  the  packer  and  retailer  share  of  the 
value  of  a  1,000-pound  steer  was  needed 
to  cover  increased  expenses?  Operating 
expenses  both  for  packers  and  retailers 
appear  to  have  gone  up  more  rapidly  than 
productivity,  so  that  it  costs  naore  to 
handle    a    pound    of    beef  in   1963   than  in 


1954,  In    1963,    more    beef    cuts    were 

prepackaged  than  in  1954,  Retailers 
seem  to  be  trimming  beef  more  closely 
now  and  nn.ore  of  it  is  sold  in  boneless 
cuts  than  in  1954,  Each  of  these  changes 
represents  a  change  in  the  quality  of 
the  product  and  a  change  in  the  cost. 
Furthermore,  both  the  packer  and  re-= 
tailer  now  pay  considerably  more  for  their 
labor  per  hour  than  they  did  in  1954-- 
probably  40  to  50  percent  more.  However, 
they  probably  use  10  to  15  percent  less 
labor  and  correspondingly  more  equip- 
ment, which  also  costs  more  now  than  it 
did  in  1954,  Packers  and  retailers  are 
more  efficient  today  than  they  were  10 
years  ago  and  are  thus  able  to  offset 
at  least  part  of  the  increase  in  their 
costs  by  more  efficiently  located,  or- 
ganized, and  equipped  packing 'plants  and 
retail  stores. 

The  opposite  impacts  of  increasing  ef- 
ficiency and  increasing  costs  leave  un- 
answered the  question  of  how  increased 
expenses  for  packing  plants  and  retail 
stores  compare  with  increased  returns 
to  packers  and  retailers  for  handling  a 
pound  of  beef.  The  farm- retail  spread 
for  Choice  beef  has  been  increasing  nauch 
more  rapidly  than  the  consiimer  price 
index,  an  indicator  of  the  value  of  the 
dollar  (table  6),  Since  1959  the  spread 
for  beef  has  been  increasing  much  faster 
than  spreads  for  other  meats  and  the 
average  spread  for  all  foods. 

Despite  increases  in  the  marketer's 
share  of  the  retail  price  of  beef,  overall 
profits  per  dollar  of  total  sales  reported  by 
packers  and  retailers  have  not  been  large 
in  recent  years.  Profits  per  dollar  of  sales 
have  changed  considerably  from  year  to 
year,  but  data  for  the  last  15  years  show 
no  significant  trend.  Although  some  firms 
have  reported  higher  than  average  profits 
per  dollar  of  sales,  the  averages  for  both 
packers  and  retailers  for  the  last  few 
years  have  been  inthe  low  range  compared 
to  other  industries. 

Does    this    picture   of  increasing    costs 


_3/    For   more    conn.plete    discussion  of  this   point,    see   Adjustments  in  Retail  Prices 
of  Beef  to  Supply  Changes,  ERS  123,  U.S.  Dept.  Agr.,  May  1963. 
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Table  6  . —Indexes  of  f axm-retail  spreads  for  beef,  pork,  lamb  and  for  all  farm 

foods  and  consumer  price  index,  195^-63 


(19^7-^9=100) 


Farm-retail  spreads  l/ 


Year 


Beef 


Pork 


Lamb 


:A11  farm 
:   foods 


Consumer 
price 
index  2/ 


195^  :  83.2 

1955  • :  86.0 

1956  :  88.8 

1957 :  9^.7 

1958  :  100.1+ 

1959  :  IOI+.  6 

i960  :  109.8 

1961 :  113.0 

1962  :  107.^ 

1963  :  125.3 


8U.1+ 

90.8 

89.9 

93.6 

90.8 

88.9 

91.6 

93.3 

88.3 

89.2 

92.8 

9^.7 

95.7 

9^.3 

96.6 

98.0 

98.9 

101.0 

101.1 

100.7 

105.7 

ioif.8 

102.3 

101.5 

96.8 

10^.1 

102.9 

103.1 

98.2 

106.3 

104.3 

104.2 

99.6 

111.7 

104.9 

105.4 

101.8 

114.3 

109.1 

106.7 

1/  From  market  basket  of  farm  foods,    Economic  Research  Serviee,   USDA. 
2/  Biareau  of  Labor  Statist.ics. 


and  relatively  steady  levels  of  profits 
mean  that  the  increase  in  the  spread  of 
12  cents  per  retail  poxind  between  1954 
and  1963  has  been  necessary  to  meet  the 
increases  in  costs  of  retailers  and  pack- 
ers? Not  necessarily,  because  it  is  quite 
possible  that  spreads  for  beef  couldwiden 
a  great  deal  at  the  same  time  profits 
were  steady  or  even  decreasingo  This 
is  particularly  true  for  retailers  (who  have 
acco\inted  for  three-fourths  of  this  in- 
crease) because  they  sell  many  different 
comLmodities  (table  7),  Beef  is  only  one 
of  the  several  thousand  items  retailers 
carry.  For  each  item  he  sells,  the  re- 
tailer must  estimate  the  price  that  will 
either  yield  a  profit  or  attract  customers 
to  buy  other  items  that  are  priced  to 
yield  a  profit.  In  arriving  at  the  "best** 
price  for  each  item,  the  retailer  takes 
into  account  consumer  demand,  the  supply 
and  price  in  the  wholesale  market,  and 
the  costs  of  handling  and  merchandising. 
Demand  changes  slowly,  but  it  has  been 
undergoing  changes  favorable  to  beef  in 
recent  years.  Supply  and  price  may 
change  rapidly,  and  when  they  do,  the 
retailer  must  be  alert  so  that  he  can 
offer  bargains  that  are  at  least  as  at- 
tractive as  those  offered  by  competitors. 
Experience    leads    retailers    to    a    set   of 


pricing   rules  designed  to  maximize  store 
profits.         These     rules     mcike    up    each 
firm's    pricing    policy.      It   is  this   policy 
that  determines  how  much  margin  cuiitem 
will  carry  under  varying  circximstances. 

The  problem  of  how  much  of  the  over- 
head each  commodity  should  bear  is  of 
constant  concern  to  retailers  and  all  other 
businessnien  who  sell  more  than  one 
product.  Today's  retailer  usually  is  not 
able  to  have  each  item  he  sells  bear 
the  same  proportion  of  the  overhead  that 
it  makes  up  of  sales.  He  is  constantly 
experimenting  to  determine  how  indi- 
vidual price  changes  affect  total  sales 
and  profits.  Retailers*  prices  and  pricing 
patterns  are  well  known  in  the  trade. 
Since  they  buy  in  the  same  wholesale 
market,  the  prices  paid  are  common 
knowledge,  so  pricing  policies  are  not 
secrets  for  long.  When  a  successful 
retailer  uses  a  new  policy,  other  firms 
try  it  soon.  It  appears  that  beef  is 
carrying  a  larger  proportion  of  the  retail 
overhead  cost  now  than  10  years  ago, 
while  pork  is  among  those  commodities 
that  may  be  carrying  less  (fig.  2). 

If     retailers*    and    meatpackers*    price 
spreads   widen,   deraand  at  the  farm  level 
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Table  7 . — Marketing  spreads  for  Choice  grade  beef,  I95U-63 


Year 


Farm-retail  spread  l/ 


Total 


Wholesale-retail 


Farm-wholesale 


195^^  . 

1955  . 

1956  . 

1957  . 

1958  . 

1959  . 
i960  . 

1961  . 

1962  . 

1963  . 


Cents 

23.7 
2ij-.5 
25.3 
27.0 
28.6 
29.8 

31.3 
32.2 
30.6 
35.7 


1957-59= 
100 

83.2 

86.0 
88.8 

9^.7 
100.  i+ 
10k.  6 
109.8 
113.0 
10  J. k- 
125.3 


Cents 

15.9 
16.1 

16.5 
17.8 

19.9 
20. i^ 

20.9 
22.6 
21.2 
2I+.9 


1957-59= 
100 

82.0 

83.0 

85.1 

91.8 
102.6 
105.2 
107.7 
116.5 
109.3 
128.1^ 


Cents 

7.8 
Q.k 
8.8 
9.2 
8.7 
9.h 
10.1+ 

9.6 

9.^ 

10.8 


1957-59= 
100 

85.7 

92.3 

96.7 

101.1 

95.6 
103.3 
11^.3 
105.5 
103.3 
118.7 


1/  From  market  basket  of  farm  foodS;  Economic  Research  Service,  USDA. 


FARM-RETAIL  SPREADS  FOR 
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>57-59 

120 

Beef 
\ 

/ 

V^^ 

100- 

80 
60 

Lamb 

1 

Hr^  ^ 



^ 

^ 

^w— - 

Pork 

- 

<7 

1      1 

1       1 

__       _L    _      1 

1        1 

1        1 

1        1 
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'67 
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may  be  reducedo  In  the  post- World  War 
II  period,  the  demand  for  cattle  has  in- 
creased less  than  the  retail  demand  for 
beefo  The  major  part  of  the  difference 
in  rates  of  increase  was  due  to  the  up- 
ward trend  inthe  farm- ret  ail  price  spread* 

Changes  in  the  share  of  the  overhead 
load  assigned  to  commodities  are  not 
evidence  that  retailers  are  able  to  ignore 
competition  in  planning  their  reactions  to 
changes  in  supply  and  demand.  They  do 
mean  that  retailers  are  able  to  adjust 
their  pricing  policies  as  chsinges  occur 
in  the  relative  ability  of  commodities 
to  contribute  to  overhead. 

In  interpreting  supply  and  demand  and 
determining  price,  retail  management  to- 
day is  more  sensitive  to  changes  in 
demand  and  supply  than  were  retailers 
before  the  advent  and  rapid  growth  of 
the  retail  chain.  They  are  more  con- 
scious   of  the    impact   of  pricing   policies 


on  their  profits.  They  have  better  control 
of  their  operations  and  are  better  able 
to  implement  policies  that  will  improve 
their  profits.  As  retailers  become  more 
sophisticated  and  naore  diversified  busi- 
nessmen, changes  inpricing  policies  would 
be  expected  as  economic  circiimstances 
change--as  they  have  since  World  War  II, 

These  changes  cannot  be  expected  to 
affect  all  fa rna  commodities  equally.  First 
of  all,  some  commodities  may  have  been 
carrying  too  much  overhead.  Second,  the 
profit  motive  plays  an  important  role  in 
decision- making.  What  our  systenn.  asks 
of  entrepreneurs  at  all  naarket  levels  is 
that  they  compete  effectively.  This  is 
expected  to  promote  progress  and  ef- 
ficiency in  distribution.  As  these  de- 
velopments continue,  increases  in  price 
spreads  would  be  expected  to  be  limited 
to  increases  in  costs  of  handling,  proc- 
essing, and  merchandising. 
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